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INTRODUCTION 


This document describes the 
evolution of Canada’s economic and 
fiscal environment. Growth has been 
strong during the past seven years and 
has broadened across regions. Unem- 
ployment and inflation have been 
reduced. These economic benefits can 
be sustained and further improve- 
ments realized if we respond to the 
opportunities that have been created 
and meet the challenges that confront 
us. 

The opportunity for increased 
potential economic growth has been 
created by a number of important 
initiatives, such as the Free Trade 
Agreement with the United States 
and the other structural reforms 
instituted by the government. The 
replacement of the Federal Sales Tax 
with the proposed Goods and Services 
Tax will further enhance Canada’s 
economic potential. The strength of 
investment shows that Canadians are 
confidently acting to take advantage 
of the opportunities put in place by 
these structural reforms. 


The strong pace of growth 
experienced over the last number of 
years presents new challenges. The 
demand for goods and services has 
reached or exceeded the capacity of 
the economy to produce. As a result, 
inflation pressures have mounted and 
now pose a threat to the expansion. 
Monetary and fiscal policy have 
responded. Inflation pressures must 
be lowered if interest rates are to 
come down and be kept down. It is 
only in a non-inflationary environ- 
ment that economic growth can be 
sustained and the opportunities 
created by structural reform fully 
realized. 

Since 1984-85, government defi- 
cits and debt growth have been 
reduced appreciably. Lower deficits 
reduce demand pressures and comple- 
ment monetary policy by providing 
the environment necessary for lower 
inflation and lower interest rates. 


Progress on fiscal consolidation 
has been significant for the federal 
government. Restraint in the growth 
of program expenditures has been the 
cornerstone of the government’s fiscal 
strategy, accounting for the major 
share of deficit reduction. In spite of 
the improvement in the federal gov- 
ernment’s fiscal situation, the collec- 
tive fiscal situation in the provinces 
remains much healthier than that of 
the federal government. 

While much progress has been 
made, government deficits remain 
high by historical and international 
standards, and government debt con- 
tinues to grow. The fiscal situation in 
Canada remains exposed to interest 
rate developments at home and 
abroad. This exposure is most acute 
for the federal government, under- 
scoring the need for further fiscal 
consolidation. 
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STRONG ECONOMIC EXPANSION IS 


CREATING PRESSURES 


Economic expansion is in its sev- 
enth year in Canada. Employment 
has grown rapidly and the unemploy- 
ment rate has been sharply reduced 
since the early 1980s. Canada’s eco- 
nomic performance in recent years 
compares favourably with the 
performance of the other major indus- 
trial nations. Our overall rate of 
growth has been second only to 
Japan’s; our employment growth has 
outstripped that of all the major 
industrialized countries. 

As the expansion advanced, 
growth has become better balanced. 
The general strength of international 
commodity markets since 1987 has 
contributed to economic expansion in 
all regions of Canada, particularly to 
the strong growth in capital formation 
in the resource-based sectors. 

Expansion has, however, created 
new challenges. The level of activity is 
now straining the economy’s produc- 
tive capacity. Capacity pressures are 
evident in both product and labour 
markets. The Government of Canada 
places the highest priority on sustain- 
ing non-inflationary growth. Respon- 
sible fiscal and monetary policies are 
necessary to ensure this priority is 
realized. 


Structural reform to improve the 
efficiency and competitiveness of the 
economy also contributes to achieving 
this priority: 

—Obstacles to growth from over- 
regulation and undue government 
interference in the economy are 
being removed. 

e The transportation and energy 
sectors have been deregulated 
wholly or in part. 

¢ Crown corporations that no 
longer serve a public policy role 
have been privatized. 

¢ The Foreign Investment Review 
Agency has been replaced by 
Investment Canada. 

—Initiatives to enhance Canada’s 
competitive position are being pur- 
sued. 

e The Free Trade Agreement 
with the United States is now 
being implemented. 

e Personal and corporate income 
taxes have been reformed by 
lowering rates and broadening 
tax bases. 


¢ Implementation of the proposed 
Goods and Services Tax will 
remove the distortions caused 
by the Federal Sales Tax. 

¢ Policies are being implemented 
that will lead to a more flexible 
labour force. The unemploy- 
ment insurance system is to be 
reformed and a new labour 
market strategy adopted. 


ie 


GROWTH IN REAL GDP AND FINAL DOMESTIC DEMAND 


per cent 
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The Canadian economy is in its seventh year of expansion since the severe recession of the early 1980s. Since 1985, 
Canadian real output growth has averaged 4.3 per cent. Among the G-7 countries, only Japan has achieved a faster pace 


of economic growth during this period. 


Since 1985, the source of Canada’s growth has shifted from foreign to domestic demand. The growth rate of final 
domestic demand, which consists of consumption, investment and government spending, has outpaced the growth of 


output. 


Business investment in plant and equipment, reflecting confidence in the economy and the need and opportunity to expand 
capacity, has been the most rapidly growing component of the economy in recent years. 


Growth slowed in the first half of 1989, but domestic demand continued to expand at a brisk pace. 
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REAL PERSONAL DISPOSABLE INCOME PER CAPITA 
1984 TO FIRST HALF OF 1989 
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Strong economic growth has resulted in rising incomes for Canadians. Since 1984, real after-tax income per person has 
risen 12.0 per cent. 
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GROWTH IN REAL GDP BY PROVINCE 
AVERAGE OF 1987 AND 1988 


per cent 


Nfld. PET: N.S. N.B. Que. = Ont. Man. Sask. Alta. B.C. 


Initially, the recovery was led by export demand and growth was relatively concentrated in Central Canada. In recent 
years, the expansion has become better balanced across sectors and regions. 


Apart from the effects of the 1988 drought on Manitoba and Saskatchewan, economic growth was well balanced 
provincially in 1987 and 1988. With the return to better growing conditions in 1989, output in these two provinces is 
expected to rebound, with Saskatchewan leading the provinces. 


The rise of grain prices after the drought has helped to bolster farm incomes. Similarly, a general rise of resource prices 
in 1987 and 1988 has strengthened the provincial economies of Eastern and Western Canada. 
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GROWTH IN BUSINESS NON RESIDENTIAL INVESTMENT 
AVERAGE OF 1988 AND 1989* 


per cent 
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* Preliminary actual for 1988, revised intentions for 1989. 


Investment spending, which lagged behind other sources of demand in the early stages of the recovery, has increased 
rapidly during the past two years. The strength of capital spending has been spread widely across the country. 


Investment spending has been particularly strong in New Brunswick and British Columbia. 


CURRENT ACCOUNT BALANCE 
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* Seasonally adjusted at annual rates. 


The expansion of demand, in particular the strength of capital spending, has contributed to a decline in Canada’s current 
account balance. 


Canada’s requirements for machinery and equipment are diverse in comparison to our capacity to produce capital goods. 
Over 40 per cent of the deterioration of Canada’s current account since 1984 is accounted for by the drop in the balance of 
trade in machinery and equipment. 
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CANADIAN UNEMPLOYMENT RATE 
per cent 
12 


1984 1985 1986 1987 1988 1989 


The strong pace of economic growth and job creation has resulted in a sharp reduction of the unemployment rate from 
over I1 per cent in 1984 to 7.3 per cent in September 1989. 
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EMPLOYMENT GROWTH IN G-7 COUNTRIES 
1985 TO 1988 


per cent - average annual rate 
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Employment growth has been more rapid in Canada than in any other G-7 country. Over 1.5 million new jobs have been 
created since 1984. 


Figure 8 


UNEMPLOYMENT RATE BY REGION 
SEPTEMBER 1984 AND SEPTEMBER 1989 


per cent 
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Since September 1984, the unemployment rate has dropped significantly in all regions. The unemployment rate has 
declined by 6.5 percentage points in Newfoundland and by 6.6 percentage points in British Columbia. 
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RECENT EMPLOYMENT GROWTH BY PROVINCE 
SEPTEMBER 1988 TO SEPTEMBER 1989 


per cent 
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Over the past 12 months, the continued strength of the economy has translated into 265,000 new jobs. Almost all of these 
have been full-time jobs. Since September 1984, over 1.5 million new jobs have been created. 


Job creation over the past year has been spread across the country. Employment growth has been strongest in 
Newfoundland and British Columbia. 
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UNEMPLOYMENT RATE BY PROVINCE 
SEPTEMBER 1989 


per cent 
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Over the past 12 months the unemployment rate has continued to decline, from 7.8 per cent in September 1988 to 7.3 per 
cent in September 1989. 


The unemployment rate has dropped 2.2 percentage points in British Columbia and 0.8 percentage points in the Prairie 
provinces. The unemployment rate has been stable in Atlantic Canada, Ontario and Quebec over the past year. 


With the decline in the national unemployment rate to about 7.3 per cent, labour markets have become tight, although 
some provinces continue to have under-utilized resources. 
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GOODS SECTOR CAPACITY UTILIZATION RATE 
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The rapid growth in output since 1982 has resulted in emerging tightness in product markets. The capacity utilization 
rate has risen sharply from its trough at the end of 1982, moving above its long-term historical average during 1988. 


A number of industries, notably those related to resource processing and capital goods manufacturing, continue to 
operate at rates of capacity utilization significantly higher than their historical average levels. Industries operating at 
over 90 per cent of capacity include construction, electrical utilities, the refining and chemical industry, and 
manufacturers of primary metals, fabricated metals, non-metallic mineral products and electrical products. 
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POTENTIAL AND ACTUAL REAL GROSS DOMESTIC PRODUCT* 
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* For the commercial sector of the economy. 


Potential output is the maximum volume of goods and services that the economy can produce when all its resources are 
fully utilized and combined in the most efficient possible manner. At the end of the recession output was well below the 
economy’s potential to produce goods and services. By 1987 strong growth had closed the gap. Continued rapid growth of 
spending, however, has pushed demand for goods and services above the economy’s productive capacity and created 
inflation pressures. 


The demand for goods and services must slow if the country is to avoid higher inflation and the expansion is to be 
sustained. 
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INFLATION MUST BE REDUCED TO 
SUSTAIN THE EXPANSION 


With economic activity now 
above the economy’s productive 
capacity, inflation pressures have 
mounted across Canada. High wage 
settlements, largely confined to the 
tight labour markets in Central 
Canada a year ago, have now spread 
to all regions. Economy-wide, unit 
labour costs have been rising at an 
accelerating pace for the past year- 
and-a-half. The rate of consumer 
price inflation has risen above 5 per 
cent. Inflation has risen in every 
region. 

If the expansion is to be sus- 
tained, inflation pressures must be 
contained and reversed. Inflation 
impairs the functioning of the 
economy, distorts decision making, 
weakens our competitive position, and 
harms those Canadians least able to 
protect themselves. 


With monetary policy remaining 
firm in the face of rapidly growing 
demand, short-term interest rates 
have risen. As well, fiscal policy has 
been tightened. The April 1989 
budget measures continued the 
progress of fiscal consolidation ini- 
tiated in 1984-85. Lowering pressures 
on aggregate demand by prudent 
fiscal action will help not only to 
reduce inflation, but also to achieve a 
better balance between monetary and 
fiscal policy. This will set the stage 
for lower inflation, ongoing lower 
interest rates and balanced, sustained 
growth. 
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CPI INFLATION 
DECEMBER 1987- SEPTEMBER 1989 


per cent - year over year 


Excluding 
food and energy 


All items 


1988 1989 


Inflation pressures have been mounting since late 1987, partly offset last year by the strength of the Canadian dollar and 
the fall of energy prices. The recovery of oil prices beginning in late 1988 has eliminated this offset. 


CPI inflation has risen from about 4 per cent at the end of 1987 to over 5 per cent in recent months. 


Excluding the volatile food and energy components from the CPI provides a measure of the underlying rate of inflation; 
this measure of inflation rose from just over 4 per cent at the end of 1987 to just under 6 per cent this past summer. 
Although the increase is partly due to higher federal and provincial indirect taxes, its sources are widespread. 
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CPI RATE OF INFLATION EXCLUDING FOOD AND ENERGY BY REGION 


per cent - year over year 
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Inflation has increased in all regions. Although it continues to be highest in Ontario, all regions have underlying rates of 
inflation close to or above 5.0 per cent. 
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TOTAL WAGE SETTLEMENTS BY REGION* 
1988 AND 1989Q2 


per cent change on a life-of-contract basis 


Atlantic Quebec Ontario Prairies British 
Columbia 


*Federal wage settlements are excluded from the regions. 


1988 1989Q2 


The increase in wage settlements has occurred in all regions. During the second quarter of 1989, wage settlements 
averaged more than 5.0 per cent in all regions except the Prairie provinces. 
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PUBLIC AND PRIVATE SECTOR WAGE SETTLEMENTS 
1986—1989Q2 


per cent change on a life-of-contract basis 


1989Q2 


1986 1987 1988 1989Q1 


Private sector 


Wage settlements have been rising in both the public and private sectors since 1986. Private sector settlements increased 
from an average of 3.0 per cent in 1986 to 5.5 per cent in the second quarter of 1989. Over the same period, public sector 


settlements rose from an average of 3.7 per cent to 4.8 per cent. 


Public sector wage settlements have recently been above private sector settlements in British Columbia and Ontario. 
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PROVINCIAL AND FEDERAL ADMINISTRATION WAGE SETTLEMENTS, 1986-1989Q2 


per cent change on a life-of-contract basis 


1986 1987 1988 1989Q1 1989Q2 


Federal administration Provincial administration 


Federal wage settlements have been lower than those in other parts of the public sector in recent years. In the second 
quarter of 1989, federal wage settlements averaged 4.1 per cent in comparison with 6.9 per cent for provincial settlements. 


Figure 18 


PUBLIC SECTOR WAGE SETTLEMENTS 
1988 AND FIRST HALF 1989 


per cent change on a life-of-contract basis 
8 


Atlantic Quebec Ontario Prairies British Federal 
Columbia admin. 


1989 first half 


Public sector wage settlements have increased in all regions of Canada except the Prairies. In Ontario and British 
Columbia, public sector settlements exceeded 6 per cent in the first half of 1989. 


Federal settlements have averaged less than the provincial government sector for several years and have generally been 
lower than those in most provinces. 
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LABOUR COST OF PRODUCTION 


per cent change - year over year 


1984 1985 1986 1987 1988 1989Q1  1989Q2 


Economy-wide unit labour costs have been rising at an accelerating pace for the past 18 months. This indicates that 
increases in wages and salaries have been outstripping productivity gains by a widening margin. 


Productivity growth is a major challenge facing the Canadian economy. Federal economic policy is aimed at raising 
Canada’s productive potential. Initiatives such as the Canada-U.S. Free Trade Agreement, income tax reform, 
deregulation of the energy and transportation sectors, reform of the unemployment insurance system, and the 
implementation of the proposed Goods and Services Tax will help make the economy more productive. 
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CANADIAN COMPETITIVENESS* 
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* 4s measured by manufacturing unit labour costs relative to those in the other G-7 countries. 


1986 1988 


Rising inflation pressures are undermining Canada’s ability to compete. Measured in U.S. dollars, Canadian labour costs 
have been rising rapidly relative to comparable increases in costs in the other major industrial countries. 


Appreciation of the Canadian dollar accounts for only part of the recent relative cost increase. Throughout the 1980s, 
labour costs measured in national currencies have been growing faster in Canada than in the economies of our key 


competitors. 
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90-DAY COMMERCIAL PAPER RATES IN CANADA AND THE UNITED STATES 


per cent 
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The objective of monetary policy is to ensure that inflation is contained and lowered. With the firm stance of monetary 
policy and mounting inflation pressures, Canadian short-term interest rates have risen since late 1987. 


Canadian short-term rates rose above 12 per cent early in 1989 and have remained there. 
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SHORT- AND LONG-TERM INTEREST RATES 


per cent 
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Government of Canada 
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Although short-term interest rates have risen, long-term rates have remained relatively stable. Indeed, short-term rates 
have risen above long-term rates since the second half of 1988. This unusual inversion of the yield curve reflects market 


confidence that Canadian policy will be successful in lowering inflation pressures. As inflationary pressures abate, short- 
term rates are expected to decline. 
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EXCHANGE RATES 
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*The Canadian dollar averaged 83.4 cents (U.S.) in 19817. 


The Canadian dollar appreciated against both the U.S. dollar and other major currencies during 1988 and 1989, helping 
to stabilize import prices. Relative to the U.S. dollar, the Canadian dollar has returned to the range which prevailed in 
the early 1980s. Despite recent appreciation against overseas currencies, the Canadian dollar remains well below levels 


that prevailed in the first half of the 1980s. 


The recent appreciation is only partly due to the wider interest rate differential with the United States. It also reflects the 
rise in value of many of Canada’s important commodity exports and international confidence in the economy and 
economic policy in Canada. 


SECURING FURTHER FISCAL 


CONSOLIDATION 


After having deteriorated earlier 
in the decade, the fiscal situation in 
Canada has improved considerably 
since 1984-85, as a result of discre- 
tionary measures and strong economic 
growth. While progress has been 
made in the area of fiscal consolida- 
tion, deficits remain large and debt 
stocks continue to grow. Deficits are 
high by historical and international 
standards, underscoring the need for 
further fiscal consolidation. 

Federal government deficits have 
declined continuously over the last 
four years. This has been reflected in 
much slower growth of public debt. 
Restraint of program expenditures 
accounts for almost 80 per cent of the 
decline in the deficit relative to gross 
domestic product (GDP). Program 
expenditures have grown more slowly 
than inflation and have been reduced, 
relative to the size of the economy, to 
levels that prevailed prior to the reces- 
sion. Nonetheless, the deficit remains 
high because of higher public debt 
charges. 


Provincial efforts to reduce defi- 
cits associated with the recession were 
interrupted in 1985-86 due to the 
fiscal impacts of the collapse of oil 
and grain prices. Since then, however, 
further fiscal restraint along with 
strong economic growth have been 
reflected in lower provincial deficits. 
Nevertheless, provincial government 
spending has grown considerably 
faster than inflation over the past four 
years. 


In comparing the relative fiscal 
situations of the federal and provin- 
cial governments, a number of conclu- 
sions emerge. Deficits and debt are 
much higher at the federal level than 
in the provinces, as are debt service 
costs. Owing to a much larger stock 
of debt and its much shorter average 
term to maturity, the federal fiscal 
situation is significantly more sensi- 
tive to interest rate changes than that 
of the provinces. The federal fiscal 
situation is also more sensitive to 
cyclical fluctuations. 
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FEDERAL BUDGETARY DEFICITS: 1984-85 TO 1988-89 (PUBLIC ACCOUNTS BASIS) 


per cent of GDP 
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After peaking at $38.3 billion in 1984-85, the deficit has been reduced substantially — by $9.6 billion to $28.7 billion in 
1988-89. Relative to GDP the deficit has declined from 8.6 per cent to 4.8 per cent — a reduction of some 45 per cent. 
Nevertheless, the deficit remains high by historical standards. 


For the current fiscal year, 1989-90, the deficit is projected to increase to $30.5 billion or 4.7 per cent of GDP. Increases 
in public debt charges in 1989-90, reflecting the effects of higher interest rates and increased debt, are not totally offset 
by the substantial fiscal consolidation measures introduced in the April 1989 budget. 


GROWTH IN GROSS DOMESTIC PRODUCT AND FEDERAL NET PUBLIC DEBT 
(PUBLIC ACCOUNTS BASIS) 
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Annual growth of public debt for the federal government averaged 23.5 per cent over the four years ending in 1984-85. 
Growth was reduced to an average of 12.7 per cent during the four years ending in 1988-89. 


By 1988-89, the debt rose by less than 10 per cent — the smallest increase in 15 years — and close to the growth of GDP. 
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CONTRIBUTIONS TO FEDERAL DEFICIT REDUCTION RELATIVE TO GDP: 1984-85 TO 1988-89 
(PUBLIC ACCOUNTS BASIS) 


per cent 


Program Revenues Public Debt 
Expenditures Charges 


The federal deficit as a proportion of GDP declined from 8.6 per cent in 1984-85 to 4.8 per cent in 1988-89. Over this 
period, federal program expenditures declined 3 percentage points of GDP, and account for almost 80 per cent of the 
decline in the deficit relative to GDP. 
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NOMINAL AND REAL GROWTH IN FEDERAL PROGRAM EXPEND 
(PUBLIC ACCOUNTS BASIS) ITURES 


average annual per cent change 


4 years 4 years 
ending ending 
1984-85 1988-89 


Nominal 


Federal expenditure restraint has been applied continuously since November 1984. 


Nominal program spending growth averaged almost 14 per cent in the four years ending in 1984-85. Real program 
spending — program expenditures adjusted for inflation — grew on average 5.2 per cent per year over this period. 


In contrast, in the four years ending in 1988-89 nominal program expenditure growth averaged only 3.5 per cent per year. 
Real program expenditures declined on average 0.6 per cent per year. 


Figure 28 


FEDERAL PROGRAM SPENDING: 1984-85 TO 1988-89 (PUBLIC ACCOUNTS BASIS) 
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Reflecting the ongoing restraint on spending, program expenditures declined from 19.5 per cent of GDP in 1984-85 to 
16.5 per cent in 1988-89. Program expenditures relative to GDP are now almost one percentage point lower than the 
average of the 1970s. 
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GROWTH IN FEDERAL PROGRAM SPENDING 1984-85 TO 1988-89 (PUBLIC ACCOUNTS BASIS) 


average annual per cent change 


Program spending Operations 
excluding of 
operations of Government 
overnment 


The reduction in the cost of government operations was the most important factor in explaining the slowdown in the 
growth of program expenditures. 


From 1984-85 to 1988-89, the cost of government operations was reduced by an average of 2.6 per cent annually. In 
aggregate, spending on operations of government was 10 per cent lower in 1988-89 compared to 1984-85. 
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THE FEDERAL REVENUE YIELD: BUDGETARY REVENUES* (PUBLIC ACCOUNTS BASIS) 


per cent of GDP 
19 


1970s average 


1980-8 1 ~ 1984-85 1988-89 


* Excludes the impact of cash management initiatives affecting the timing of remittances of personal income, sales and excise taxes. 


By 1988-89 the revenue yield amounted to 17 per cent, the average of the 1970s. 
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PROVINCIAL BUDGET DEFICITS IN THE 1980s* (PUBLIC ACCOUNTS BASIS) 
per cent of GDP 


1980-81 1982-83 1984-85 1986-87 1988-89 


* Based on most recent estimates by provinces. 


Provincial sector deficits rose sharply in 1982-83 and 1983-84, reflecting cyclical developments related to the recession 
and the effects of rising interest rates. 


Significant fiscal consolidation occurred in 1984-85, although the sector’s deficit rose in 1986-87 following the sharp 
drop in oil and grain prices. This was countered by further provincial restraint in 1987-88, however, and by 1988-89 the 
sector’s deficit relative to GDP was at or below pre-recession levels. 
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NOMINAL AND REAL GROWTH IN PROVINCIAL PROGRAM EXPENDITURES* 
(PUBLIC ACCOUNTS BASIS) 


average annual per cent change 
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*Based on most recent estimates by provinces. 


In the four years ending in 1984-85, provincial program expenditures grew, on average, 9.7 per cent per year in nominal 
terms and 1.3 per cent per year in real terms. 


While the pattern of growth varies considerably from province to province, total nominal program expenditure growth 
averaged 6.5 per cent per year over the past four years while real program expenditure growth averaged 2.2 per cent per 
year. 
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THE PROVINCIAL REVENUE YIELD: BUDGETARY REVENUES* (PUBLIC ACCOUNTS BASIS) 


per cent of GDP 
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*Based on most recent estimates by provinces. 


The provincial revenue yield rose following the 1981-1982 recession. There was a drop in the revenue yield from 1983-84 
to 1986-87, in large measure due to the weakness in oil and grain prices but, reflecting discretionary measures, the 
revenue yield has returned to its 1984-85 level. 
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COMPARISON OF FEDERAL AND PROVINCIAL GOVERNMENT FISCAL SITUATIONS, 1988-89 
(PUBLIC ACCOUNTS BASIS) 
Deficits Net Public Debt 


per cent of GDP per cent of GDP 


Federal 


Federal 


All provinces 


All provinces 


Debt Charges as a Per Cent of Revenues 


Federal All provinces 


In spite of the substantial improvement in the federal government's fiscal situation since 1984-85, the collective fiscal 
situation in the provinces is considerably healthier than that for the federal government. While the fiscal situation varies 


greatly across provinces, in 1988-89: 
—the federal deficit, at 4.8 per cent of GDP, was over five times greater than in the provinces; 
—the federal debt, at 53.4 per cent of GDP, was close to four times that of the provinces; and 


—federal debt servicing costs, at nearly 32 per cent of revenues in 1988-89, were three times greater than the debt 
service ratio for provinces. The proportion of federal revenues going to servicing the federal debt is projected to rise 
further, to about 35 per cent in 1989-90. 
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AVERAGE ANNUAL PERCENTAGE INCREASE IN PROGRAM EXPENDITURES,®* 1984-85 TO 1988-89 
12 
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* Based on most recent public accounts estimates. 


From 1984-85 to 1988-89, program expenditures grew, on average, 6.5 per cent per year in the provinces compared to 
only 3.5 per cent for the federal government. 


Average program expenditure growth in the provinces ranges from a high of 10.2 per cent per year in Ontario to a low of 
3.1 per cent in Saskatchewan. 
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FEDERAL AND PROVINCIAL GOVERNMENT DEBT CHARGES 7 

Number of Cents in Each Revenue Dollar Going to Cover Debt Charges in 1988-89 
Atlantic 

14.8 cents 


All provinces 


Federal 
10.6 cents 


31.9 cents 


Manitoba 


Quebec Ontario 
10.1 cents 


13.1 cents 10.8 cents 


British Columbia 


Alberta 
4.3 cents 


Saskatchewan 
6.4 cents 


9.1 cents 


* Based on most recent public accounts estimates provided by provinces. It should be noted that government 
universes differ as do accounting conventions and, hence, data are not strictly comparable. 


While nearly 32 cents of every federal revenue dollar went to service the public debt in 1988-89, for provinces the 


corresponding figure was only 11 cents. 


Although debt service costs vary greatly from province to province, the ratio of debt service costs to revenues for the 
federal government is well above that of every province. 
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TOTAL GOVERNMENT SECTOR DEFICITS 
(NATIONAL ACCOUNTS BASIS, CALENDAR YEARS) 


per cent of GDP 
8 


1980 1981 1982 1983 1984 1985 1986 1987 1988 


Note: The total government sector is comprised of federal and provincial governments (including local governments and 
hospitals) and the Canada and Quebec pension plans. 


With restraint at the provincial and federal levels, the total government sector deficit relative to GDP was reduced by 
more than half in the last four years. From the 1983 peak of 6.9 per cent of GDP, it was down to 2.6 per cent in 1988. 


Nevertheless, the total government deficit remains high by historical standards. Vigilance will be required to ensure that 
deficits and debt growth continue to be reduced. 


Figure 38 


INTERNATIONAL COMPARISON OF TOTAL GOVERNMENT SECTOR DEFICITS 
(NATIONAL ACCOUNTS BASIS, CALENDAR YEARS) 


per cent of GDP/GNP 
8 
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1980 1984 1988 


* 1980-1981 GDP/GNP weights in U.S. dollars. 


From 1980 to 1984, deficits rose throughout the G-7 countries. The rise in the total government sector deficit was the 
greatest in Canada. By 1984, the total government deficit was 6.5 per cent of GDP, 3.1 percentage points greater than the 
G-7 average and 3.7 percentage points greater than in the United States. 


Reflecting deficit reduction by governments in Canada, the total government deficit improved 3.9 percentage points over 
the period 1984 to 1988 compared to a 1.7-percentage-point improvement for the G-7 and a 0.8-percentage- point 


improvement in the United States. 


Nonetheless, the total deficit in Canada is relatively high by international standards, underscoring the need for continued 
improvement in the collective government fiscal situation. 
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